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The past year was an excit-
ing one during which Blue 
Cross and Blue Shield of 
Florida successfully 
repositioned itself in a 
changing marketplace. By 
combining today's skill 
and innovation with the 
experience of yesterday, 
winning solutions were 
fashioned for both busi-
ness and individual 
customers. 
To provide health care 
financing, administrative 
support and services at 
reasonable prices remains 
the Florida Plan's primary 
objective. Competitive 
forces in the market con-
tinue to be channeled for 
the benefit of customers in 
order to meet that objective. 
Lower Costs 
A variety of methods is 
being employed to keep 
prices reasonable while 
preserving the quality of 
care. Local presence is 
being used to gain better 
control of health care costs 
and to enhance the compet-
itive position. The practice 
of selective contracting 
with providers is helping 
to control inflationary 
trends. Skill and in-depth 
knowledge of the local 
delivery system are assur-
ing that only needed care 
is provided. And price and 
utilization management 
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features are being added 
to each product to further 
reduce costs. 
At the same time, the 
Florida Plan's alternative 
delivery systems are engag-
ing providers in an econo-
mic system that encourages 
judicious use of care. 
Features like shared medi-
cal records aid providers 
in making informed judg-
ments. Providers are being 
given an incentive to pro-
vide needed services, rather 
than the maximum number 
of services. 
Now "managed care" ini-
tiatives have begun to pro-
vide this same assurance 
with other programs. The 
results are compelling. 
When providers of care 
become active partners in 
decisions involving the 
necessity of services, signi-
ficant savings are realized. 
Those savings are being 
passed on to customers. 
Decreasing the demand 
for services has also 
created economic condi-
tions that favor more com-
petition. The increased 
price competition in the 
delivery of health care is 
also helping to lower costs 
for customers. 
Public Policy Concerns 
While tremendous suc-
cess has been made in 
fashioning these market-
place changes for the 
benefit of customers, there 
are now two contradictory 
forces that threaten some 
of these gains. One is the 
threat of increased state 
taxes on insurance. The 
other is the cumulative 
financial impact of man-
dated benefits. Both of 
these forces increase the 
cost of doing business that 
ultimately must be passed 
on to customers. Both also 
destroy the level playing 
field, providing an advan-
tage to self insurers. A far 
better public policy stance is 
one that permits the com-
petitive forces of the 
market to be used for the 
benefit of consumers. 
Challenge of Medicare 
The Florida Plan has 
been a Medicare contractor 
for 20 years and is proud 
of its contribution to pro-
viding health care for the 
elderly. However, the impact 
of growing Federal budget 
deficits on Medicare fund-
ing has made the job of 
administering the program 
extremely difficult. 
The competition for fund-
ing among various Federal 
programs is intense. As a 
result, there is increasing 
pressure on the Federal 
Government to reduce pay-
ments for medical care 
and for administering the 
Medicare program. One 
form of savings is achieved 
when payments are delayed, 
so that interest can be 
earned on the money. 
Early last year, the Fed-
eral Government delayed 
funding to Medicare con-
tractors, making timely 
paymentofMedicareclaims 
impossible. The Florida 
Plan protested, voiced its 
concerns to elected officials 
and testified before Con-
gressional committees. 
Contingency funds were 
released as a result of 
these efforts and signifi-
cant progress has been 
made in bringing service 
levels back to prior years. 
Though successful in tem-
porarily changing the 
Government's policy, the 
fundamental problem 
remains and already pro-
posals to delay funding are 
being considered. 
While the Plan's 
technological approach 
helps to speed the process-
ing of Medicare claims, 
timeliness is still affected 
by the policies and funding 
of the Federal Govern-
ment. For that reason, 
the Florida Plan remains 
actively concerned about 
the issue and will raise 
public consciousness 
wherever necessary. 
Key to Winning 
To be effective in today's 
fast changing health care 
market requires clear vision 
and good strategy. New 
competitors and new pro-
ducts enter the market 
every day and the life cycle 
of products continues to 
shorten. Responding 
quickly with creative, 
effective solutions remains 
essential to winning in the 
marketplace. 
The Plan's many successes 
in 1986 were made possi-
ble by the perceptive fore-
sight, innovative ideas, and 
strategic thinking of the 
senior management group 
as well as the skill, dedica-
tion and talent of all of its 
employees. In any account-
ing of the progress of the 
Florida Plan, its people 
are its single greatest asset. 
On behalf of the Board 
of Directors, 
G. Hunter Gibbons 





There is a tremendous 
amount of excitement at 
Blue Cross and Blue Shield 
of Florida, both about our 
present position in the 
marketplace and our pro-
spect for future growth. 
Not only do we have pro-
grams in place that provide 
an immediate advantage, 
but we have the people and 
the culture that can keep 
us ahead. 
Our strength is a com-
bination of dedication and 
cohesiveness. Our team 
includes some of the finest 
conceptual thinkers and 
problem solvers in the 
industry, blended with 
seasoned experts who have 
practical experience in local 
markets. It is a manage-
ment group, professional 
staff and skilled workforce 
that understands that win-
ning in the marketplace is a 
shared responsibility. 
This human organization 
combines all of the skill and 
innovation of today with all 
the experience of yesterday. 
It is a winning combination 
for our customers. 
Success Strategy 
The strategy being employ-
ed is simple to state but 
difficult to carry out-
keep the quality of our pro-
ducts high and our prices 
reasonable. While our pro-
grams already provide out-
standing value, we want to 
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use our unique knowledge 
of local delivery systems to 
make them even better. 
A tremendous amount of 
effort was put into develop-
ing mechanisms that allow 
us to implement that strat-
egy. Continuous monitoring 
of the needs of each seg-
ment of the market in each 
metropolitan area has 
enabled us to ensure that 
our products and programs 
continue to be the very best. 
At the same time, we are 
taking full advantage of our 
local presence and know-
how to modify plans and 
programs in individual 
metropolitan areas based 
on their unique needs. This 
permits us to further 
reduce costs, to build even 
more quality into our pro-
ducts and to improve serv-
ice to our customers. 
We will continue to pro-
vide a broad choice among 
providers, but we are also 
expanding our use of selec-
tive contracting. And we 
are finding more effective 
ways to coordinate a variety 
of programs, so that admin-
istrative differences are 
transparent to the customer. 
Meeting Customers' Needs 
The development of our 
statewide Health Mainten-
ance Organization (HMO) 
and Preferred Provider 
Organization (PPO) net-
works and our Managed 
Care programs has favor-
ably positioned us for 
growth. After being one of 
the first PPOs offered in 
most markets, Preferred 
Patient Care has become 
the largest PPO network in 
the State. last year, Health 
Options,our HMO network, 
had one of the fastest growth 
rates of any HMO in Florida. 
We have also met the 
demand of Florida busi-
nesses for multiple option 
programs. In the multiple 
option packages for certain 
public sector groups, we 
have combined the financial 
experience of all programs 
to keep prices even lower. 
Marketing Gains 
As a result of these develop-
ments, we are better 
positioned to serve our cus-
tomers. last year's market-
ing gains affirm that the 
direction we have taken is 
fundamentally correct. The 
Florida Plan experienced a 
net gain of over 47,000 con-
tracts in 1986. This gain vali-
dates the market acceptance 
of the new product lines. 
Meanwhile, the Plan 
maintained its financial 
strength through a transi-
tional year. Revenues rose 
to almost $804 million, up 
by 3.1 percent. Assets rose 
to over $445 million, up by 
four percent and there was 
a $2.8 million contribution 
to policyholders' equity. 
Policyholders' equity now 
equals over $212 million. 
Significant development 
and operating costs incurred 
in 1986 for the HMO net-
work did affect short term 
financial results. While the 
development of certain 
HM Os in individual markets 
has lagged, our overall 
schedule of development for 
our HMO program is pro-
ceeding very close to plans. 
In comparing our perform-
ance to the rest of the indus-
try, we are most encouraged, 
but we still expect to make 
additional investments 
in HMO development over 
the next several years. 
A major factor affecting 
the growth rate of our HMOs 
is the market for HMO cover-
age under Medicare. 
Currently the Federal policy 
for such programs is under 
scrutiny and we cannot pre-
dict what that market will 
be like in the years to come. 
New Tax Law 
The Tax Reform Act of 
1986 removed the Plan's 
exemption from Federal 
and State income taxes 
effective January 1, 1987. 
This change will not limit 
our ability to meet our 
customers' needs for quality 
products at reasonable 
prices. The Florida Plan 
will now be required to 
address tax concerns just 
like other businesses. 
Exciting Future 
Our ability to respond 
quickly with creative, effec-
tive programs will be increas-
ingly essential to sustain a 
competitive advantage. This 
ability is the critical dif-
ference that separates us 
from the competition. 
To recognize those who 
make this critical dif-
ference, we focus this year's 
Annual Report on the 
employees of the Florida 
Plan. They handle a 
tremendous workload and 
have shown consistent 
dedication, vigor and 
resourcefulness in respond-
ing to the changes in the 
marketplace and in con-
tributing to the develop-
ment of new programs 
which meet customers' 
needs. Their commitment 
to quality and service is the 
heart and soul of this com-
pany. Their knowledge, skill, 
ability and enthusiasm are 
our winning edge. 
William E. Flaherty 






The primary basis by which Blue 
Cross and Blue Shield of Florida 
now competes, and will continue 




grams as well as 
HM Os and PPOs. 
In order to under-
stand the value of 
the products, it is 
necessary to first 
understand these vital provider 
networks. 
Participating Agreements 
The Florida Plan originally used 
informal participating agreements 
with providers. The purpose of 
these agreements was to provide 
Floridians with a means to finance 
their health care. 
Rising inflation in the cost of 
medical services and supplies has 
brought many new challenges to the 
role of financing health care. The 
need to control rising health care 
costs has become increasingly im-
portant to Florida Blue Cross and 
Blue Shield and to its customers. 
In responding to the changing 
needs of the marketplace, new pro-
grams have been developed which 
grew out of these original agree-
ments. These new provider net-
works are helping the Florida Plan 
to more efficiently control health 
care costs. 
PPO Network Grows 
Blue Cross and Blue Shield of 
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Florida's PPO is called Preferred 
Patient Care. With Preferred 
Patient Care, participants receive 
financial incentives for using 
preferred providers. 
For the Preferred Patient Care 
network, the Florida Plan has con-
tracted with highly efficient and 
cost effective physicians and hos-
pitals. They have agreed to provide 
health care services at pre-deter-
mined rates which are usually 
lower than their regular charges. 
Preferred Patient Care has 
grown into the largest statewide 
PPO network in Florida. The pro-
gram is available in 29 counties and 
is already accessible by 85 percent 
of the Florida population. By the 
end of this year, expansion will 
make it accessible by 95 percent of 
all Floridians. 
The Preferred Patient Care net-
work already includes over 6,000 
physicians and 70 hospitals around 
the State with considerable expan-
sion planned for the coming year. 
Because of the size of the net-
work, the quality of participating 
hospitals and physicians and its 
popularity and affordability, this 
product line is positioned for con-
tinued growth. 
"Businesses understand the advantages of our multiple 
option programs and competitive prices. But it's our 
extra quality and flexibility that attracts employees 
and their families:• 





HMO Network Expands 
Our HMO network is called Health 
Options. With this program, the 
employee chooses a Primary Care 
Physician, or family prac-
titioner, from a network 
of highly qualified physi-
cians. This Primary Care 
Physician coordinates an 
individual's health care, 
recommends special-
ist care when needed, 
approves appropriate 
courses of treatment and keeps the 
individual informed of all results. 
The Primary Care Physician's 
compensation and the compensa-
tion of participating hospitals does 
not depend on the number of 
treatments provided or the number 
of surgeries that are performed. 
Because Health Options' health 
care providers accept financial risk 
and in many cases receive a fixed 
fee for each member they serve, 
they have an economic incentive to 
manage health care dollars wisely 
as they provide quality care. 
Preventive care is a cornerstone 
of the Health Options' total health 
care plan. Health Options' mem-
bers are encouraged to see their 
Primary Care Physician regularly 
for consultation about minor pro-
blems before they become major 
and more expensive ones. 
The Health Options' provider 
network was expanded in 1986 to 
better meet member health care 
needs. Participating providers cur-
BLUE CROSS AND BLUE SHIELD OF FLORIDA 
rently number approximately 800 
Primary Care Physicians, more 
than 2,400 specialists and 81 
hospitals. 
During 1986, Health Options 
grew by more than 22,000 con-
tracts to over 109,000 subscribers. 
The operational HMOs in the net-
work include: Capital Health Plan 
in Tallahassee and Health Options' 
operating divisions in Miami, 
Jacksonville, Central Florida, 
Tampa Bay, Sarasota, Gainesville 
and Pensacola. 
The new sites that were added 
in 1986 included Sarasota and 
Gainesville. In 1986, Health 
Options also expanded into a 
number of new counties. 
The Miami based HMO expand-
ed to Broward and Palm Beach 
counties; the Central Florida HMO 
expanded to Polk county; and the 
Tampa Bay HMO expanded into 
Pasco county. 
The Health Options' network is 
managed on a local basis, but is also 
part of a comprehensive statewide 
and national network. This flex-
ibility, coupled with a reputation 
for quality, positions this network 
for rapid growth and expansion in 
the coming years. 
"Our HMO and PPO networks are the most extensive 
in Florida. The number and quality of participating 
providers makes a difference whether you have only 
one location or a dozen. We will achieve excellence 
through local presence:• 






Flexible Programs for Employers 
Optional Health Care addresses the 
need to integrate the three 
provider networks. Traditional fee-
for-service., Health Options 
and Preferred Patient Care 
each appeals to people m 
different circumstances. 
No single network can 
really meet everyone's needs. 
A single business group can 
lbe a microcosm of society. 
That is why group decision-
makers are increasingly interested 
in the multiple option programs 
that we administer. These enable 
employees to try one of the new net-
works to see if they like it. The 
Florida Plan can literally offer a 
full range of health care choices for 
employees. 
By engaging employees in that 
choice., they become active con-
sumers. They quickly become 
familiar with the cost of care, 
including the difference in prices 
charged by providers. And they 
learn to make decisions as if the 
money being spent was their own. 
The advent of the HMO has also 
created a need for multiple option 
programs with single source 
administration. Otherwise the 
HMO product offering may be 
designed to obtain a favorable 
portion of the total risk, leaving 
the employer to fund the less 
favorable group separately. The 
multiple option program over-
comes that weakness. 
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The most obvious multiple option 
program is to offer employees two 
or three programs and let them 
choose.. This enables each employee 
to pick the program that best meets 
their needs. 
Point-of-Service Product 
Another possibility is the point-of-
service product. Customers actu-
ally make a choice each time they 
use services, rather than choosing 
among alternative programs once 
each year. 
The point-of-service PPO pro-
gram allows group employees to 
choose between the PPO or tradi-
tional networks at the time health 
care is delivered. The employee 
receives a higher benefit level if 
the PPO network is used. The 
fmancial incentives and quality 
of our networks are leading more 
and more groups to use Preferred 
Patient Care.. 
Individual Insurance Increases 
A large share of the Florida Plan's 
market is in products for individual 
customers. The most significant of 
these is Complementary Coverage., 
which is the most popular Medi-
care supplement program in the 
State.. Other popular programs that 
are offered to customers under age 
65 include: Direct Pay Preferred 
Patient Care., Dimension ill and 
Temporary Protection. 
"People of every age want quality care at competitive 
prices. That's why they like to carry the card that's 
backed with trust and reliability:• 






Controlling costs is a significant 
consideration. The one term that 
perhaps best describes the ways 
that the Florida Plan controls the 
cost of health care is 
managed care. Managed 
care is more of a mind 
set than it is a single pro-
gram. It is the new way 
that the Florida Plan 
views itself in relation to 
its customers and health 
care providers. 
Customers want programs that 
use benefit dollars wisely. Con-
sumers and employers alike have 
shown a willingness to consider 
price and convenience in their 
choice of provider. Health Options 
and Preferred Patient Care were 
developed to address this new flex-
ibility. These programs provide 
access to a limited part of the total 
health care delivery system, but 
at a much lower cost. They are 
helping Florida Blue Cross and 
Blue Shield reduce health care 
costs for its customers. 
Managed Care Controls Costs 
Managed care programs have also 
been designed to work with more 
traditional programs. They can 
hold down the high cost of health 
care by controlling the use of those 
services, without sacrificing quality. 
Since hospital care accounts for 
more than 46 percent of personal 
health care spending, it is an 
important area for managed care 
programs. Preadmission testing 
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and certification can shift testing 
and simple procedures to a less 
costly outpatient setting when 
appropriate. The result is fewer 
unnecessary hospitalizations and a 
shorter average length of stay. 
Almost 80 percent of all hospital 
admissions are related to surgery. 
Encouraging patients to obtain 
second surgical opinions before 
undergoing certain procedures 
reduces the number of frequently 
performed, but unnecessary, 
surgeries. 
The discharge planning pro-
gram provides the patient with a 
plan for the most appropriate and 
affordable care after hospitaliza-
tion. This program identifies cases 
where treatment outside the 
hospital would be appropriate and 
less costly. 
Each year, a small percentage of 
patients with catastrophic illnesses 
or injuries account for a substantial 
portion of total health benefits 
costs. These patients often have 
special needs. The individual 
benefits management program is 
used for these special cases. When 
the claims expense is expected to be 
greater than $50,000, an individual 
case manager is assigned. The case 
manager assures that these patients 
receive high quality care in the 
most appropriate setting. 
"A day in the hospital can cost $1,000 or more. Many 
tests and minor surgical procedures can now be safe-
ly performed in an outpatient setting. Shifting them 
there can really save.'' 





One of the most effective ways to 
control health care financing and 
delivery costs is by allowing the 
competitive forces of supply and 
demand to flourish. 
As these forces grow 
in strength, they can 
have a real effect on 
controlling the infla-
tionary trends that 
have plagued the in-
dustry for the last 
several years. We have 
already seen how these forces are 
being used to help reduce costs in 
the Florida Plan's alternative 
delivery systems. 
Now methods are being devel-
oped to put these same forces to 
work in our traditional programs. 
The result is added value for the 
customer. 
Purchasing of Hospital Services 
For traditional fee-for-service pro-
ducts, provider contracts continue 
to be maintained with the vast 
majority of hospitals and physicians 
throughout the State. 
last year the Plan began the pro-
cess of replacing the hospital con-
tract that had been in place since 
1979. The intent is to change the 
reimbursement method from pay-
ment based upon charges to a pro-
spective payment system based 
upon diagnostic related groups. 
This is similar to the way that 
Medicare currently pays hospitals. 
This program will be offered to 
all acute care hospitals in the State. 
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It will become the basis of payment 
for hospitalization under our tradi-
tional programs. The result will be 
a much more efficient and effective 
payment mechanism that will bet-
ter meet the needs of patients and 
providers alike. 
In 1986 we began the Pilot pro-
gram of negotiations with hospitals. 
In the future., a new contract will be 
developed for the remaining hos-
pitals in the State. 
Cost Containment Programs 
The Hospital Charge Audit Pro-
gram is another cost containment 
initiative. Through this program a 
random sample of each hospital's 
claims are audited for accuracy and 
to assure that the prices charged 
are those agreed upon. 
Net recoveries of $7.8 million 
were realized from the Hospital 
Charge Audit Program last year. 
Another cost containment mea-
sure that achieved a great savings 
is the Other Carrier Liability Pro-
gram. As a result of this program, 
savings of $36.2 million were real-
ized in 1986. By identifying the 
liabilities of other insurers for part 
or all of a claim before it is paid 
by the Florida Plan, the Company 
saves costly recovery expenses 
for employers. 
"Our people find answers. They have combined 
dedication and a strong work ethic with innovation, 
technology and the competitive forces of the market 
to control our customers' health care costs. They're 
the most effective originators of change anywhere:• 





In 1986, the Florida Plan pro-
cessed and paid over five million 
private business claims and 24 
million Medicare claims. Customer 
satisfaction with claims services is 
gauged through customer contacts, 
surveys and through feedback from 
Member Advisory Councils. These 
sources indicate that customers are 
pleased with the improvements that 
have been made. 
Based on very active customer 
interest in these efforts, further 
improvements can be expected. 
Blue Cross and Blue Shield of 
Florida remains committed to 
meeting our customers' needs for 
high quality service. 
Toll-Free Service Expanded 
Another important improvement 
made last year was the expansion of 
the Company's toll-free service lines 
to customers. 
A total of 60 toll-free WATS lines 
are now operational and available 
to customers to improve access and 
help resolve any concerns from the 
customer's point-of-view. This is in 
addition to the 67 toll-free WATS 
lines that we operate for the 
Medicare program. 
Last year, the explanation of 
benefits form was also improved 
to make it easier for customers 
to understand. Better training 
of claims personnel has also 
improved quality and reduced 
administrative costs. 
Government Programs Grow 
Florida Blue Cross and Blue 
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Shield is one of the nation's largest 
Medicare contractors, serving 
almost two million beneficiaries, 
45,000 doctors and suppliers and 
250 institutional providers - like 
hospitals, home health agencies and 
skilled nursing facilities. 
Over 2.5 million Medicare Part A 
claims and 21.8 million Medicare 
Part B claims were processed in 
1986. 
The Florida Plan is a leader 
nationwide in the volume of 
automated claims filed, allowing 
doctors and hospitals to submit 
Medicare beneficiary claims elec-
tronically via computer terminal 
to speed processing. 
Florida Blue Cross and Blue 
Shield is reimbursed by the Federal 
Government only for its adminis-
trative costs. Last year's reimburse-
ment totaled $63.3 million for 
Medicare. 
This figure is very small when 
compared to estimated claims 
payments in the amount of $4.3 
billion that were made by Blue 
Cross and Blue Shield of Florida to 
Medicare beneficiaries and pro-
viders last year on behalf of the 
Federal Government. 
"Our people are using technology to provide 
superior customer service, processing more than 
100,000 claims each day. Last year, millions of those 
claims were processed electronically." 





Important marketing gains were 
made last year. The Florida Plan 
experienced a net gain of over 
47,000 contracts. 
Marketing Gains 
The past year was 
a turning point for 
traditional busi-
ness. The addition 
of managed care 
programs to the 
traditional deliv-
ery system yielded 
a more affordable product, as evi-
denced by a 3.7 percent positive 
growth in enrollment in traditional. 
In 1986 the Florida Plan used 
point-of-service products to add 
value and to increase usage of the 
PPO network. Over 142,000 PPO 
contracts were added, representing 
a 172 percent increase in total PPO 
enrollment. HMO enrollment grew 
to over 109,000. 
Financial Effectiveness 
last year, the Florida Plan was able 
to fund high levels of developmen-
tal expense required to reposition 
itself in the marketplace. A con-
tribution to policyholders' equity of 
$2.8 million was realized. 
The operating results reflect the 
Company's strategy to continue 
this investment into the develop-
ment of a new generation of HMO 
and PPO products and to support 
the offering of Managed Care pro-
grams to the market. At year's end, 
the Florida Plan had a policyhold-
er's equity balance of $212 million. 
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This equity is held to provide 
continued protection to members 
during times of economic insta-
bility and when utilization of 
benefits is higher than anticipated. 
Other New Programs 
The Florida Plan annually sets 
aside money for the development of 
new ventures. Currently one such 
effort that is under investigation is 
participation in the CHAMPUS 
program. CHAMPUS provides 
medical care to military depend-
ents and retirees. The Department 
of Defense plans to move this pro-
gram to the private sector. 
Florida Blue Cross and Blue 
Shield is examining this program 
to see if participation would be 
consistent with our strategy, if the 
business warrants the resources 
required and if it contains an 
acceptable level of risk. 
Investment Management 
In 1986, the Board of Directors 
revised the Plan's fmancial invest-
ment policies and programs. With 
the help of consultants, a program 
was developed that includes the use 
of new investment managers and 
techniques considered to be most 
effective. Lmg hours were put into 
that effort by members of the 
Board's Finance Committee. The 
resulting program will serve the 
Company well for years to come. 
"Everywhere I look I see managers, professionals, 
and skilled workers sincerely concerned about the 
people we serve. You can't teach them that. It's the 
culture here. They really care." 
William H. Dodd, Senior VP for Administration 
... 
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BU E CROSS AND BLUE SHIELD OF FLORIDA, !NC. AND SUBSIDIARIES 
MA AGEMENT ACCOUNTABILITY 
The following financial statements were 
prepared by the Management of Blue Cross and 
Blu Shield of Florida,lnc. which is respon-
sible for their integrity and objectivity. The state-
me s l}.ave been prepared in conformance with 
generally accepted accounting principles and, 
as s · ch, include amounts based on the 
estimates and judgements of Management. 
The ternal controls, policies and procedures 
of Blue Cross and Blue Shield of Florida,lnc.are 
desi med to provide reasonable assurance of 
the 'ntegrity of financial records and the pro-
tection of assets. Personnel throughout the 
Cor oration maintain and monitor these 
internal accounting controls on an on-going 
basi In addition, the Corporation's internal 
auditors systematically review and report 
upo the functioning of these controls with 
the right of full access to all Corporation 
pers nnel. 
CooRers and Lybrand, independent auditors, 
have examined these financial statements. 
Their examinations include review and test of 
the G:orporation's internal accounting con-
trols o the extent they believe necessary to 
determine and conduct the audit procedures 
whic support their opinion. Their report 
appears on page 23. 
The Board of Directors, through the activities 
of its Audit Committee, oversees the Manage-
ment's discharge of its financial reporting 
responsibilities. The Audit Committee con-
sists of three Directors who are not otherwise 
employed by Blue Cross and Blue Shield of 
Florida, Inc. The Audit Committee is appointed 
by the Chairman of the Board of Directors 
with the approval of the Board. 
The Audit Committee is responsible to the 
Board for recommending the independent 
auditors to the full Board for selection and 
reviewing the results of audits conducted by 
them and by the Corporation's internal 
auditors. The Audit Committee meets period-
ically with Management, the internal and the 
independent auditors, both separately and 
jointly, to review the activity of each and to 
ensure they are properly discharging their 
responsibilities. 
The public accountants, as well as the internal 
auditors, have access to the Audit Committee 
to discuss the results of their audit work, the 
adequacy of internal financial controls, and 
the quality of financial reporting. 
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BLUE CROSS AND BLUE SHIELD OF FLORIDA, INC. AND SUBSIDIARIES 
R.EPORf ON EXAMINATION OF CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 1986 AND 1985 
To the Board of Directors of 
Blue Cros.s and Blue Shield of Florida, Inc.: 
We have examined the consolidated balance 
sheets of Blue Cross and Blue Shield of 
Florida, Inc. and subsidiaries as of December 
31, 1986 and 1985, and the related con-
solidated statements of operations and 
policyholders' equity and changes in financial 
position for the years then e!1ded. Our 
examinations were made in accordance with 
generally accepted auditing standards and, 
accordingly, included such tests of the 
accounting records and such other auditing 
procedures as we considered necessary in the 
circumstances. 
In our opinion, the consolidated financial 
statements referred to above present fairly 
the consolidated financial position of Blue 
Cross and Blue Shield of Florida, Inc. and 
subsidiaries at December 31, 1986 and 1985 
and the consolidated results of their opera-
tions and the changes in their financial posi-
tion for the years then ended, in conformity 
with generally accepted accounting principles 
applied on a consistent basis. 
~~7'~ 
Jacksonville., Florida 






BLU~ CROSS AND BLUE SHIELD OF FLORIDA, INC. AND SUBSIDI~RIES __ 
CONSOLIDATED BALANCE SHEETS 
DECEMBER 31, 1986 AND 1985 
ASSETS 
Investments: 
Fix,ed maturities, at amortized cost (market 
value $34,976 in 1986 and $53,471 in 1985) 
Equity securities, at market (cost 





Reimbursement contracts receivable 
Rece1lvables 
Property and equipment 
Prepaid expenses and other assets 
Total assets 
LIABILITIES 
Liabilities for policyholder benefits: 
Cla"ms outstanding 
Reimbursement contracts 
Total liabilities for policyholder benefits 
Prov~sion for experience rating refunds 
Unearned premium income and unallocated receipts 
Deposits and advances 
Accounts payable and accrued expenses 
Total liabilities 
Commitments and contingencies (notes 6, 7 and 8) 
POLICYHOLDERS' EQUITY 
Policyholders' equity 
Total liabilities and policyholders' equity 
See aiccompanying notes to consolidated financial statements. 
(In Thousands) 
1986 1985 
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BLUE CROSS AND BLUE SHIELD OF F~ORIDA, INC. A~D SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS AND POLICYHOLDERS' EQUITY 
FOR THE YEARS ENDED DECEMBER 31, 1986 AND 1985 
Revenue 
Claims and medical expense 
Operating expense (note 2) 
Total expense 
Operating income (loss) 
Investment income 
Net realized investment gains 
Net income 
Policyholders' equity, beginning of year 
Net change in unrealized appreciation 
of equity securities (note 2) 
Policyholders' equity, end of year 

































BLUE CROSS AND BLUE SHIELD OF FLORIDA, INC. AND SUBSIDIARIES 
STATEMENTS OF 
CHANGES IN CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 
FINANCIAL 
FOR THE YEARS ENDED DECEMBER 31, 1986 AND 1985 POSITION 
{In Thousands) 
1986 1985 
Cash provided from operations: 
Net income $ 3,691 $ 51,348 
Items not requiring (providing) cash: 
Depreciation and amortization 5,812 5,443 
Net realized gain on sale of investments (8,696) (11,252) 
807 45,539 
Decrease (increase) in certain assets: 
Interest receivable 953 (213) 
Reimbursement contracts receivable (4,885) (1,760) 
Receivables (5,624) 14,884 
Prepaid expenses and other assets (535) (1,421) 
Increase (decrease) in certain liabilities: 
Liabilities for policyholder benefits 16,977 (4,392) 
Provision for experience rating refunds 681 (405) 
Unearned premium income and unallocated receipts 1,820 1,128 
Accounts payable and accrued expenses (7,416) 14,662 
Deposits and advances 4,273 649 
Cash provided from operations 7,051 68,671 
Proc1,eds from investments sold or matured: 
Fixed maturities 53,407 81,957 
Equity securities 36,539 20,024 
Total cash provided 96,997 170,652 
Cash was used for: 
Cost of investments purchased: 
Fixed maturities 37,709 60,582 
Equity securities 33,705 43,251 
Short-term investments, net 16,262 58,459 
Purchase of property and equipment 8,408 5,250 
96,084 167,542 
Net qhange in unrealized appreciation of 
equity securities 875 2,755 
Total cash used 96,959 170,297 
Increase in cash $ 38 $ 355 
See accompanying notes to consolidated financial statements. 
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BLUE CROSS AND BLUE SHIELD OF FLORIDA, INC. AND SUBSIDIARIES 
NOTES 1D CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31, 1986 AND 1985 
1. ORGANIZATION 
Blue Cross and Blue Shield of Florida, Inc. 
(the Plan), a not-for-profit mutual insurance 
company, provides basic medical, hospitaliza-
tion and other health benefits as well as major 
medical, comprehensive and complementary 
coverages. The Plan also processes claims for 
other Blue Cross and Blue Shield Plans' sub-
scribers and for programs such as Medicare 
and Federal Employees Health Benefits Pro-
gram (FEP). Through its subsidiaries and 
affiliate, the Plan operates a network of 
Health Maintenance Organizations throughout 
the State of Florida. The Plan is a member of 
the Blue Cross and Blue Shield Association 
which establishes national policies and sets 
standards for the programs. 
2. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 
Consolidated Statements 
The consolidated financial statements include 
the accounts of the Plan, its wholly owned sub-
sidiaries and affiliated company (the Company). 
All significant intercompany transactions have 
been eliminated in the consolidated financial 
statements. 
Investments 
Fixed maturities are carried at cost adjusted 
for amortization of premium and discount. 
No provision has been made for the excess of 
amortized cost over market value since the 
Company generally intends to hold these 
investments to maturity. 
Equity securities are carried at market value 
and changes in such value are reflected in 
Policyholders' Equity. The schedule below 
reflects the changes in the net unrealized 
appreciation of equity securities: 
Beginning balance 
Net appreciation during the 
current year 
Less net realized investment gains 
Net change in the unrealized appre-













The net appreciation in unrealized investment 
gains increased approximately $4.2 million 
during January, 1987. 
Short-term investments consist of U.S. 
Treasury bills and notes, repurchase agree-
ments, commercial paper, and other federally 
insured investments. These investments are 
stated at amortized cost and mature within 
two years. 
Realized investment gains and losses are 
calculated on the basis of specific identification 
at the time securities are sold. The change in 
unrealized investment gains (losses) of equity 
securities is recorded in the policyholders' 
equity account. 
Premiums Earned 
Premiums are billed in advance of coverage 











Property and Equipment 
Property and equipment are recorded at cost. 
Dep1 eciation is computed on the straight-line 
method over the estimated useful lives of 
the assets. 
Liabilities for Policyholder Benefits 
The Company accrues for incurred and 
unreported claims based on historical paid 
claims data and experience using actuarially 
accepted statistical methods. The methods 
used in determining the liability are periodi-
cally reviewed and any adjustment resulting 
from these reviews is reflected in operations 
currently. Processing costs related to such 
claims are expensed as incurred. 
The liabilities for reimbursement contracts 
(National Accounts, Federal Employees Pro-
gram (FEP), Cost Plus and Minimum 
Premium Plan contracts) are also established 
as receivables and thus have no effect on 
net income. 
Expense Reimbursement 
Operating expenses are allocated to various 
lines of business in order to determine the 
expense reimbursement due from Medicare, 
where the Company acts as a fiscal interme-
diary~ and from FEP and other Blue Cross 
and Blue Shield Plans for which the Plan pro-
cesses claims. The Company is reimbursed 
for either costs incurred or amounts based on 
predetermined budgets. Reimbursements of 
$64,362,000 for 1986 and $58,606,000 for 
1985 (which approximate the cost of admin-
istering these programs) are included in 
revenue. The actual cost of administration is 
included in operating expense. Reimbursements 
and claims payments are subject to audit by 
the respective agencies and any resulting 
adjustments are reflected in operations 
currently. 
Pension Plan 
The Company's policy is to fund pension costs 
accrued which are composed of normal costs 
and amortization of prior service costs. 
Income Taxes 
The Plan and its affiliate are not-for-profit 
corporations exempt from Federal and State 
income taxes. The Plan's subsidiaries are 
subject to Federal and State income taxes. 
At December 31, 1986, these subsidiaries 
have net operating loss carryforwards aggre-
gating approximately $28 million which expire 
principally in the years 2000 and 2001. 
The Tax Reform Act of 1986 removed the Plan's 
exemption from Federal and State income 
taxes effective for the year beginning January 
1, 1987. 
Allowance for Doubtful Accounts 
The Company provides an allowance for doubt-
ful accounts based upon the expected collec-
tibility of each type of account. Receivables 
have been reduced by the allowance for 
doubtful accounts of $5,937,000 and 
$5,807,000 at December 31, 1986 and 
1985, respectively. 
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3. PROPERfY AND EQUIPMENT 
(In Thousands) 
1986 1985 
Land $ 2,835 $ 2,496 
Buildings 29,107 26,730 
Leasehold improvements 564 521 
Equipment 28,347 24,229 
Total property & equipment 60,853 53,976 
Less accumulated 
depreciation 29,197 24,916 
Net property & equipment $31,656 $29,060 
4. AGENCY CONTRACTS 
The Plan serves as intermediary for the 
Medicare program and acts as administrator 
for the State of Florida-Employee Group 
Health Self-Insurance Plan. Claims relating 
to these programs, as shown in the following 
table, are not reflected in the accompanying 
consolidated financial statements. 
Medicare 
State of Florida 
Medicare 











5. EMPLOYEE PENSION PLAN 
The Plan participates in a defined benefit, non-
contributory pension plan for the benefit of 
substantially all of its employees. The pension 
plan is funded through the Blue Cross and 
Blue Shield National Retirement Trust, a col-
lective investment trust which services the 
retirement programs of its participating 
employers. 
Amortization of funding credits accumulated 
in prior periods resulted in no pension 
expense for 1986. Pension expense was 
$808,000 in 1985. A comparison of accumu-
lated pension plan benefits and pension plan 
assets for the Company is presented below: 
Actuarial present value of 
accumulated plan benefits: 
Vested 
Non-vested 












The assumed rate of return used in determin-
ing the actuarial present value of accumu-
lated pension plan benefits was 9%. 
6. RENTALS UNDER OPERATING LEASES 
The Company leases office space, data pro-
cessing equipment and automobiles. The leases 
in effect at December 31, 1986 expire on 
various dates through 1991. The following is 
a schedule of future approximate minimum 
rental payments due under operating leases 
that have initial or remaining non-cancellable 
lease terms in excess of one year as of 

















Rental expense for 1986 and 1985 was 










7. HEALTH MAINTENANCE 
ORGANIZATIONS (HMOs) 
The Company has several HM Os in operation 
throughout Florida. Generally, these HM Os 
are wholly owned subsidiaries of the Com-
pany while its affiliate HMO is controlled by 
the Company through a majority of the voting 
membership. The following is condensed 
financial information of the Company's 
operating HMOs at December 31, 1986 




















In the normal course of its business opera-
tions, the Company is involved in litigation 
from time to time with insureds, beneficiaries 
and others, and a number of lawsuits were 
pending at December 31, 1986. In the opinion 
of the Company, the ultimate liability, if any, 
would not have a material adverse financial 
effect upon the Company. 
The Company issues a product that is priced 
in such a way as to generate income in early 
years which may be absorbed by losses later. 
However, the Company has no contractual 
obligation to continue this product or to main-
tain the current pricing level. Accordingly, 
no liability for policyholder benefits has been 
recorded in the accompanying balance sheet. If 
no changes are made in the product's under-
lying pricing structure and if the product is 
not cancelled by the Company, the potential 
liability related to the present enrollment 
level for this product is $3.6 million at 
December 31, 1986. 
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C. AND SUBSIDIARIES 
e Board of Directors, through the activities 
its Audit Committee, oversees the Manage-
ent's discharge of its financial reporting 
sponsihilities. The Audit Committee con-
ts of three Directors who are not otherwise 
ployed by Blue Cross and Blue Shield of 
orida, Inc. The Audit Committee is appointed 
the Chairman of the Board of Directors 
·th the approval of the Board. 
e Audit Committee is responsible to tlie 
ard for recommending the independent 
ditors to the full Board for selection and 
viewing the results of audits conducted by 
em and by the Corporation's internal 
ditors. The Audit Committee meets period-
lly with Management, the internal and the 
dependent auditors, both separately and 
· tly, to review the activity of each and to 
ure they are properly discharging their 
e public accountants, as well as the internal 
ditors, have access to the Audit Committee 
discuss the results of their audit work, the 
equacy of internal fmancial controls, and 
e quality of fmancial reporting. 
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